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(All figures in New Zealand dollars which is roughly at par with the U.S. 
dollar -- average: rate January - June 1980 = $1 NZ 


Year ended 31 March 


KEY ECONOMIC INDICATORS 


GDP at current prices 

GDP at constant 1965/66 prices 

Per Capita GDP, current prices 

Plant and Equipment Investment 
(Private Sector only) 

Private Income (disposable) 

Indices: 2 
Industrial Production 3 
Average Labor Productiyity 
Average Industrial Wage 
Labor Force” 

Average Unemployment Rate 
Registered Unemployed 
% of Labor Force 


MONEY AND PRICES 


Money Supply (M1) 

Commercial Bank Overdraft 
Interest Rate 

Indices: 6 
Consumer Price Index 
General Price Index’ 
Retail Sales® 9 
Retail Sales Deflator 


BALANCE OF PAYMENTS AND TRADE 


Gold & Foreign Exchange Seeicven”” 

External Public Debt 

Annual Debt Servicell 

Current Account Balance -OET 
- BOP 


Balance of Trade - OET? 


12 


- BOP 
Exports (FOB) 
U.S. Share 
Imports (CIF), 
U.S. Share 


All data represent the average for the particular March year unless 


specified. 
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_1979_ 


17,738 
5,650 
5,669 
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13,027 


N/A 
4,601 

$153 
1,252.6 


24.6 
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9.75 


1,087 
1,104 
3,295 
1,769 


763 
3,676 
244 
-426 
-483 
+660 
+571 
3,842 
16 
3,527 
144 
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(year) 


1980 


20,985 
5,805 
6,685 
1,515 


15,185 


4,648 
$179 


27.5 
Zine 


876 
4,080 
304 
-482 
-987 
+807 
+293 
4,893 

154 
4,918 
14 


(Explanatory notes will be found at the end of the report) 
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370 
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+291 
5,630 
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5,705 
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SUMMARY AND OUTLOOK 


The New Zealand economy continues to face profound structural difficulties, which 
force policymakers to try to find an acceptable path between large balance-of- 
payment deficits and a level of domestic economic activity high enough to 

keep employment and output at politically acceptable levels. Continued signs 

of protectionism in major export markets together with the rapid deterioration 

of political and economic conditions in Iran -- one of New Zealand's fastest 
growing new markets -- have continued to generate unease and uncertainty about the 
future among wide segments of the New Zealand public. Oil prices have also severely 
battered this country's balance of payments. Oil presently accounts for 
one-third of all imports. For a country with an export-led economy, prosperity 
at home is heavily dependent on the level of economic activity in the major 
markets of Western Europe, the United States, and Japan. Clearly, then, the 
recent recession affecting these economies is bound to have a depressant 

effect on New Zealand's overseas earnings this year and, thereby on the economy 
generally. The year 1981 is, however, an election year, and the Government will 
undoubtedly introduce before too long reflationary measures designed to buoy 
domestic output and consumption in the months leading up to the November election. 
Positive trends are, however, evident as well. Forestry output is increasing 
rapidly and manufactured exports are rising. Non-petroleum energy resources 
exist in abundance but formidable problems must be solved before the advantages 
of these can be reaped. Movement has been made toward a greater liberalization 
of government controls to ensure more effective use of limited resources, 
although the economy remains very highly regulated in most areas. 


REAL GDP 


Following a sharp decline in 1978 (-2.9 percent), real GDP increased by 2 percent 
in 1979,and 3 percent in 1980 (March years). This compares with a 3.3 percent 
increase for all OECD countries and 2.3 percent for the United States in 
calendar year 1979. As the worldwide recession makes its effect felt in New 
Zealand through softening export prices in real terms, GDP should also fall 

by about 1 percent according to present estimates. 


AGRICULTURE 


Most areas of New Zealand agriculture experienced a profitable season through 
June 1980. A few small sectors such as pork and some wheat producers suffered 
low prices and climatic problems respectively. 


Combined gross farm income for the 1979/80 season was up an estimated 20 percent, 
but only a 5-6 percent increase is estimated for 1980/81. Net income rose 

an estimated 13 percent but may show no increase for 1980-81 except in the dairy 
sector, which could register a 10 percent plus gain. 


Record wool and dairy production led New Zealand agriculture to top production 
levels for the 1979/80 season. Very favorable weather through the sunmer 
allowed dairy farmers to overcome a slow start to post a 6.2 percent increase 
over last year. Cool weather and increased sheep numbers were the main 
reasons for the larger wool production. Livestock census data indicate a 
continued increase in sheep numbers - up 3 percent, but only a static to 
small increase in cattle herds. 
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Due to increased supplies and favorable prices, export earnings from agriculture 
will reach record high levels, with dairy, wool, and sheepmeat exports leading 
the way. 


Estimates for major agricultural export earnings for 1980, as compared with 
1979 are as follows:- 


1979 1980 - (est) 


(New Zealand 
million dollars) 


Meat 1,295 
Wool : 851 
Butter 231 
Cheese 77 
Other Dairy Products 325 
Other Animal Products 402 


New Zealand farmers are looking forward to the 1980/81 year with increased 
confidence as supplies of wool, dairy, and meat are well sold. However inflation 


at 15 percent plus is expected to be running ahead of increased prices during 
the last half of 1980, which will probably erode the favorable profit margins 
enjoyed over the past 12 months. 


FORESTRY 


Although domestic demand for wood products dropped as a result of a falloff in 
new residential and non residential construction, export receipts from this 
sector have risen rapidly. In the year ended March 1980, forestry's foreign 
exchange earning totaled $457.1 million, up a healthy 56 percent over the 
previous year's figure. This rise is particularly noteworthy when compared with 
the modest 1 percent rise in 1979 and 14 percent in 1978. This improved picture 
reflects not only an increasing availability of wood as the tree plantings of 
earlier years start to come into production, but more directly an increasing 
investment in processing facilities. Several large companies are diversifying 
into forestry ventures, the latest being the joint proposal between the local 
Fletcher Group and BP to put $100 million into developing some 50,000 acres 

for forestry and farming over the next 25 years. 


MANUFACTURING 


The deep-seated uncertainty about the long-term prospects for the New Zealand 
economy contributes to a lack of confidence among firms manufacturing for the 
domestic market, especially among those in the areas of textiles, builders' 
hardware, and consumer durables. The collapse earlier this year of one of 

the country's major textile firms has also generated its share of shock waves 
among the business community. Still, well-managed companies, particularly 

those manufacturing for export, have reported excellent profits for the past year, 


which in turn has been reflected in a fairly bullish stock market. According 





to the official quarterly survey of manufacturing, nonprimary food related 
manufacturing showed a growth increase of some 61 percent for the first 
three-quarters of 1979/80 compared with the same period in 1978/79. This 
trend is not expected to continue, however, given a predicted weakening of 
internal demand. 


Exports of manufactured goods increased by 27 percent to $780 million in the 
year ending March 1980, helped considerably by a depreciating New Zealand 
dollar and a wide range of government subsidies (incentives). In the next 
year, manufactured exports are anticipated to continue to grow but at a reduced 
rate. High finance costs, transport problems, and shortage of some groups of 
skilled labor will be inhibiting factors for all manufacturers whether 
orientated toward the domestic or overseas markets. 


INVESTMENT 


Business fixed investment (excluding farming) increased roughly 22 percent in 
the 1979/80 financial year (March), relecting relatively high business profits 
and a trend toward cost reducing expenditures. Strong government incentives 
have also induced some export manufacturing firms to invest in new plant and 
equipment. This trend is expected to slacken, however, in 1980/81 with business 
fixed investment estimated to rise only 7 percent, a substantial decline in 
real terms. Private sector nonresidential building investment is anticipated 
to renain depressed, as has been the trend for the last 2 years, while 

other fixed investment is also expected to decrease (-7 precent) as a reflection 
of tightening liquidity and higher factor costs. 


The private housing sector continues depressed with completions in 1979/80 


down some 19 percent over the previous year. This trend is expected to continue 
unless counteracted by government moves in a "mini-budget" later this year. 

Last year's large increase in beef and wool prices have spurred farm investment 

(up 32 percent in 1979/80), but as receipts in the coming year are not expected 

to keep pace with ever rising input costs, a slackening of farm investment 

is seen for 1980/81 (-2 percent). 


LABOR AND POPULATION 


On June 30, 1980, the number of registered unemployed persons reached 33,725. 
In addition there were 19,736 persons on government-financed work projects. 
The combined total of these two figures indicated that in mid-1980 there 
were 53,461 persons without jobs, a high level for New Zealand. There are no 
official statistics on the number of persons who are seeking work but who 

are not registered as unemployed or on government-financed work projects. 


Based on the Embassy's estimate of 1,200,000 persons in the workforce, the 
unemployed rate was 4.45 percent. If calculated by U.S methods, however, 
the rate would be at least 3 percent higher. 


At the end of 1979, New Zealand's population was 3,150,000, a net decrease of 
600 from the previous year. Emigration, mostly to Australia, and a falling ' 
birth rate accounted for the decline. For the year ending March 31, 1980, 
there was a net migration loss of 22,292 persons. In the year ending July 1979, 
the net migration outflow reached a peak of 38,281 but has fallen on a 

12-month basis since. The reduction however in net outflow was due to a. 
greater number of immigrants and not to decreased emigration. 





A high percentage of the emigrants continued to be professional and 
technical workers who were among the most employable people in the country. 
In spite of the record number of unemployed persons, certain categories 

of skilled workers are in short supply, and efforts are being made by 
Government and industry to recruit them abroad. 


Many New Zealanders doubt that the majority of the emigrants will ever 
return since the economic future appears uncertain at best, and there is 
little hope that New Zealand's standard of living and opportunities 

for employment can overtake those of Australia. 


Trade union leaders have not yet divulged what pay increases they will 

be seeking in the months ahead, but it is expected to be at least 20 percent 
on top of the 4 percent general wage rise. On July 16, the President of 
the Federation of Labor said trade unions may demand as much as 35 percent. 


New Zealand workers are pessimistic about the future. They foresee no 
improvement in their living standards, and many are seriously concerned that 
the introduction of new technology threatens their jobs. Many trade 
unionists believe the Government is anti-labor, and militants are sure to 
take advantage of their discontent to urge industrial action if labor's 
demands are not met. 


Although total employment and the size of the labor force are expected 

to show further declines in the second half of 1980, it is likely that 
reductions in employment will exceed those of the labor force and that 

. unemployment will continue to increase. A growing number of firms in some 
industries have policies of not replacing workers lost through normal 
attrition and labor turnover is decreasing. 


PRIVATE CONSUMPTION 


Retail trade turnover, which accounts for around 55 percent of total consumer 
spending, increased during the year ending March 1980 by 18.2 percent. 

Offset by an annual inflation rate for the period of 15.8 percent, the 

real increase was about 2.4 percent. Much of the increase was recorded 

in nondurables with durables remaining roughly constant with the 1978/79 
level. 


This general trend is in line with basic government policy to maintain 

the level of real private consumption through tax cuts and increased 

wages. In the non-retail sector housing continues sluggish, although 
overall expenditure in the non-retail area is estimated also to have been 
maintained over the past year. Some slackening in private disposable income, 
and hence consumption, due primarily to inflation, is predicted for the 
latter half of 1980 although this trend may be offset as early as October by 
an inflationary mini-budget as part of the traditional increase of government 
largess prior to an election (1981). 


MONETARY AND FISCAL POLICY 


After a startling rise of 18 percent for M-1 and 23 percent for M-3 in 
the 1978/79 election year, annual growth rates in the money supply have 
now dropped considerably (M-1 = +7 percent and M-3 = +15 percent in March 1980). 





The main reason for the change was a sharp reduction in the budget deficit. 
In money terms, the total public sector deficit fell from $1,472 million 
in 1978/79 to $1,115 million in 1979/80; or from 8.3 percent to 5.3 
percent of GDP. It is expected that the 5-6 percent level will be 
maintained for the next several months but may creep upward by year's 

end as the Government seeks to enhance its electoral position in 
anticipation of the November 1981 General Election. 


BALANCE OF PAYMENTS 


Although prices for primary produce exports, particularly beef and wool, 
remained high during the financial year ending March 1980, New Zealand's 
balance of payments on current account continued to deterioriate (-$987 
million for the year ending March 1980 versus -$483 million in 1979). 

The 1980 deficit is about 4.7 percent of GDP and 16.9 percent of exports 

of goods and services. New Zealand, it should be noted, did maintain a positive 
balance on trade of $293 million in 1980, but this was eliminated by the 
heavy deficits in the area of services ($-701 million) and international 
investment income (-$596 million). Rising petroleum costs (+$350 million) 

have hit New Zealand, particularly hard as export receipts simply have not 
been able to be increased at the same rate as import costs. On a base 

of 100 for the year ending June 1957, New Zealand's terms of trade by the 

June 1980 year were an estimated 79 in contrast to 85 in 1979. A further 
decline to 74 is predicted for 1981 as a result of rising import prices and 
the present international recession, which will inhibit sufficient offsetting 
price increases for exported agricultural products. Thus, from all indications 
the balance-of-payments deficit should deteriorate further this calendar 

year reaching perhaps $-1,340 million by December. 


INFLATION, INTEREST RATES, AND FOREIGN EXCHANGE 


After generally rising in 1979/80 interest rates have stabilized in recent 
months, ranging from about 11-16 percent depending on the financial 
instrument and repayment period. The rate of inflation rose very rapidly in 
New Zealand from the end of 1978 to early 1980 with the consumer price index 
hitting 18.4 percent in March. This rate is expected to ease to about 

16 percent by year's end assuming no huge oil price increases or massive wage 
demands. The New Zealand dollar has continued to depreciate against the 
currencies of New Zealand's major trading partners in the crawling peg system 
introduced last year. Under this system small monthly adjustments in the 
par rate are made on the basis of differences in production costs between 
New Zealand and its trading partners. With June 1979 as a base of 100, the 
New Zealand dollar by June 1980 stood at 94.8. 


IMPLICATIONS FOR U.S. BUSINESS 


Export Opportunities for U.S. Products 


Despite the economic difficulties forecast for 1980s, the United States will 
remain one of New Zealand's principal suppliers of industrial machinery and 
components, sophisticated instruments, and other high-technology laborsaving 
equipment. The New Zealand Government is making determined efforts to 
strengthen the country's export performance, and this augers well for 
American suppliers of machinery for both the agricultural and industrial 
sectors as well as for suppliers of raw materials. 





Equipment for the rationalization and "upstream'' development of 

the food industry, including processing and packaging, and ecuipment 
for the fishing industry will be in demand over the next few 

years. Renewed expansion in the forestry industry is anticipated later 
in the decade when new forests begin to reach maturity. Opportunities 
are particularly good in the food processing industries, in 

process controls and instrumentation, and computers and accessories, 
as well as the following areas that will be featured in export 
promotional events planned for New Zealand over the coming months: 
machinery for the forestry industry, security and safety equipment, 
telecommunications, health care equipment, and equipment for the 
dairy industry. 


Industries based on natural gas are being established now that Maui 
gas has come on-stream. Approval has been given for the construction 
of the first of many industries based on the Maui resource. An 
ammonia—urea plant will be built and is expected to be operational in 
the early 1980's. Other developments expected to be completed 

by the mid-1980's include the building of a synthetic gasoline plant, 
a methanol plant, and a plant to process liquefied petroleum gas (lpg). 
Plans are also being implemented to convert up to 150,000 motor 
vehicles to use either lpg or compressed natural gas by 1985. 

It is likely that an extensive petrochemical development based on the 
Maui resource will also be announced. Plans to expand the country's 
only oil refinery are also well advanced. 


The Government's attitude towards foreign investment has changed somewhat 


over the recent months. Although there have been no fundamental 

changes in its laws, the Government has recently decided to encourage 
more investment providing that it is orientated toward import 
substitution or production for export and that jobs will be created. 
This change in attitude is evidenced by the many industrial developments 
now being discussed. These proposals include a substantial extension to 
the Glenbrook steel works in the North Island and new industries based 
on plentiful South Island hydroelectric power and natural resources. 
These new industries may include an aluminium smelter, a ferro-silica 
plant, and a nickel smelter. Plans have also been recently released to 
electrify most of the North Island's main trunk railway line. Because 
of the static population and a continuing recession, no real growth 

is expected in those industrial sectors that supply the domestic market. 
However, those New Zealand firms involved in substantial export sales 
should provide U.S. suppliers of raw materials and machinery attractive 
sales possibilities. 


Exporters Need to Pay Attention to New Zealand Market Conditions 


For the most part, the New Zealand tariff applies equally to all countries. 
Canada enjoys preferences on a very few items; the United Kingdom 
continues to enjoy a preference on automobiles, and Australia enjoys sub- 
stantial preferences on a wide range of products. Developing countries 
also enjoy preferences on selected items in accordance with the United 
Nations Generalized System of Preferences. Apart from these exceptions, 
tariffs apply equally to all suppliers of those goods that the United 
States exports to New Zealand. 





However, New Zealand's import licencing system, which has been in 
force since 1938, as a general rule restricts, and sometimes 
prevents, imports of goods when a comparable product is being 

made (or could be made) in New Zealand. Although the Government is 
committed to dismantling this system, it will be several years before 
measurable progress is seen. 





NOTES (Page 2): 


1. The percentage change estimate in Column Cl has been rounded 
to the nearest 1/2 percent. 


No industrial production index is available. 

Measured as real GDP per employed labor force member. 

Average weekly wage (ordinary time plus overtime earnings). 
Includes registered unemployment. 

Base period December quarter 1977 equals 1000. 

Measures the level of prices paid for inputs of goods and services 
(excluding labor) by all industries in the economy. Base 
December quarter 1977 equals 1000. 


Real retail sales i.e. measured in constant December quarter 
1974 prices. 


Base December quarter 1974 equals 1000. 

New Zealand's official overseas reserves. 

Government plus Reserve Bank external debt and debt servicing. 
OET is the balance on overseas exchange transactions measured 
by the Reserve Bank of New Zealand. This measures cash flows 


only. 


BOP is the external balance as measured by the Department of 
Statistics and is the accrual method. 


13. Estimated from the United States share of total New Zealand 
imports measured according to the method of valuation. 


M-l=public holding of notes and coirs plus public bank 
demand deposits, checking accounts, and saving 
accounts. 


M-3=M-1 plus inter-bank demand and call deposits, fixed 
deposits, time deposits, and special deposits. 


*% U.S. GOVERNMENT PRINTING OFFICE : 1980—341-007/343 
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